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The accounting changes required to comply with ASC 842 are not the most difficult part of

compliance. Gathering all the data necessary to accurately reflect those changes is the

biggest challenge. Here are five points to consider:

1.

all leases are not created equal. At most organizations, real estate leases can be
complex, tend to be managed in a more centralized fashion. Terms for those can vary
widely and such leases traditionally have been managed in a decentralized manner.
There is also the misconception that for master leases, you don’t need to be concerned
with the individual underlying assets. This is not true, especially for complex asset
schedules with different values, start and end dates, end of term options or other
characteristics.

equipment leases may also be embedded in other contractual agreements. Under ASC
842, companies need to analyze service contracts to find such leases, separate the
lease from the non-lease components, extract the information necessary to calculate the
present value of the right of use asset and lease liability and then make the proper
calculations for the balance sheet.

tracking down all of your organization’s leases can require scouring information from
accounts payable, asset ledgers and other records from across your organization,
including those from subsidiaries and foreign offices. Some lease records will be on
paper only; others may be digital—but just because a lease is digital doesn’t mean that
the data is ready for use. For all leases, you will need an audit trail for any changes
made to the lease
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4. forinternational organizations, leases may need to be translated from foreign
languages. Foreign leases documents may be structured differently and use different
terms. They also may be denominated in foreign currencies, which will require
conversion.

5. not only do you need to reach across geographical boundaries and down into
subsidiaries, your lease accounting effort should also cross functional boundaries. Real
estate and legal are obviously involved, but as you consider and address how various
leasing terms will affect you not just now but going forward, you’ll want to educate
procurement and IT and other operational groups, including facilities, office
management.

Most organizations are implementing software designed specifically to address the new
challenges presented by ASC 842. This marks a change at many companies, as most
organizations have traditionally managed lease data through spreadsheets. Unfortunately,
those spreadsheets have tended to be decentralized. Often each subsidiary maintained its
own leasing records. In addition to decentralization, which makes it more difficult to track
down your entire lease population, spreadsheets require constant manual updating, which
increases the risk of errors. They also aren’t set up to perform the calculations that will be
necessary to post your lease data to the balance sheet.

As mentioned previously, real estate leases have tended to be tracked separately from other
leases. Many organizations with large real estate portfolios use software for lease
administration. While they often have lease data, much of it primarily operational in nature,
meaning the information required for transition adjustment calculations is incomplete or
inconsistent with the contract documentation.

Until now, most organizations have not followed uniform practices for requesting, initiating,
tracking and managing leases. Now, with leases reported on the balance sheet, that has to
change. The tools and processes you develop to comply with the standard don’t just need to
work through the transition, they have to support your lease accounting going forward. This
provides real opportunities to improve your leasing and lease management processes.
Opportunities for improvement?

e centralizing lease data may also allow you to better centralize leasing decisions. Having
all the data in one place can drive better lease versus buy decisions, and could give you
leverage to gain better terms from your lessors.

e standardize your lease negotiation, approval and management practices, controls and
technology to be more consistent with capital request and other spend categories.

e Detter align the negotiation of your leases with your business objectives

e analyze your lease portfolio to evaluate rates, determine risks associated with lessor
concentration, ensure timely action on expired or about-to-expire leases, and manage
other issues.
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Most public companies have found that meeting the ASC 842 challenge has taken more time
and effort than they anticipated. Private companies should learn from their experience and
start there ASC 842 efforts in earnest now.

We have deep experience with ASC 842, and we are ready to help you.

We are committed to keep you updated of all developments
that may affect the way you do business in Puerto Rico.
Please contact us for assistance in relation to this or any

other matter, we will be glad to assist you.

DISCLAIMER: This update and its content do not constitute advice. Clients should not act solely on the basis
of the material contained in this publication. Itis intended for information purposes only and should not be

regarded as specific advice. In addition, advice from proper consultant should be obtained prior to taking
/ ra n O rn O n action on any issue dealt with this update.
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